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STATEMENT 


STATEMENT 

OF GOVERNMENT POLICY 
CONCERNING 
COMPUTER /COMMUNICATIONS 
ANU THE 

PAYMENTS SYSTEM 


Canada’s payments system — the system by which Canadians settle 
their financial obligations — is changing rapidly. Day by day, it relies less on 
paper transactions, largely cheques, and more on transactions effected elec- 
tronically. 


Computers are one force in this transformation. Modern telecommuni- 
cations — the transmission of messages by wire, by microwave and by satellite 
— are another. Financial institutions, communications carriers, computer manu- 
facturers, are its prime innovative agents. 


Canada’s chartered banks, and other financial institutions, are moving 
rapidly to automated methods of handling paper-based transactions. For 
example, they have begun installing sophisticated computer systems and com- 
munications networks to provide centralized electronic record-keeping. It is 
possible to foresee the day when computer/communications systems will be 
used for direct payroll deposit to a customer’s account and the electronic 
interchange of payments instructions among financial institutions. 


To individual Canadians the credit card is an important symbol of the 
changes in the payments system, but its evolution is such that “credit card” is 
perhaps too narrow a term. The holder of a “‘credit/payment card”’ may in time 
use it as an instrument of direct payment as well as an instrument of purchase 
on credit. A message signalled by a terminal in a retail store would cause a debit 
on the customer’s bank account for the item and a credit to the account of the 
retailer. 


The movement away from a paper-based system of payments will result 
in the eventual linking of a variety of institutions, financial, retail and govern- 
ment, and ultimately affect the day-to-day transactions of the individual con- 
sumer. It is important that this evolution be such as to protect the rights of 
individual Canadians, to enhance the competitive environment for deposit- 
taking institutions and the computer/communications service industry, and to 
ensure the development of an efficient and equitable payments system. 


The government will therefore take the lead to ensure the orderly devel- 
opment of the payments system. 


In April, 1973, the government published a “‘“Green Paper” indicating 
its “current perception of a viable computer/communications policy that will 
enable Canadians to derive maximum benefit from computer/communications 
services.”’ Arising from this, the government established a Working Group of 
the Interdepartmental Committee on Computer/Communications to prepare 
recommendations on the continuing development of the payments system. 


On the basis of the recommendations of the Working Group and their 
subsequent evaluation, the government supports a “common user 
communications network”’ for the payments system. This network is 
defined as a shared service which would be openly accessible to all 
qualified users on a fee-for-use basis. This recommendation would not 
preclude the use by individual institutions of private communication 
systems for purposes that are entirely internal to the institution and are 
unrelated to payments transactions. 


The above recommendation is supported both on the basis of financial 
markets policy and of communications policy. With respect to the former, it 
should lead to an enhanced competitive environment among deposit-taking 
institutions and to the development of a payments system making greater use 
of electronic methods. With respect to the latter, it supports the objective of 
the Computer/Communications Green Paper of fostering the development of 
efficient and reliable nationwide systems of publicly-accessible data communi- 
cations facilities. It will also encourage continued Canadian control over the 
evolution of telecommunications facilities. 


As essential prerequisite for a common user communications network is 
the development of suitable standards that will allow deposit-taking institu- 
tions, common carriers and computer manufacturers to coordinate their 


efforts. 


The government is therefore inviting representatives of financial institu- 
tions, of telecommunications carriers, of computer manufacturers, and 
of other groups including principal users of the payments system, to 
come together in an Implementation Committee to develop payments 
system and communication interface standards for the communications 
network, and to encourage the use of these standards as the network is 
put in place. The government will provide a chairman and support staff 
for this committee. The committee should work with existing standards 
groups as necessary. 


An important part of the committee’s work will be to consider the 
place of the credit/payment card in the payments system, including the stan- 
dards for its use. In addition, the Department of Finance with the assistance of 
the Bank of Canada and the Department of Consumer and Corporate Affairs 
will consider the relationship of the various deposit-taking institutions to an 
acceptable credit/payment card system. 


Finally, the Department of Justice in consultation with other depart- 
ments will provide leadership in developing the legal framework to safeguard 
the rights of the users and suppliers of the payments system. 


The following pages provide an elaboration of this statement of govern- 
ment policy concerning the payments system. The statement is based on the 
Report of the Working Group. 


ELABORATION 


COMPUTER /COMMUNICATONS 
AND THE 

PAYMENTS SYSTEM ~ 

AN ELABORATION 

OF 

GOVERNMENT POLLY 


Introduction 


10 


SECTION I: 
THE GOVERNMENT ROLE 


In April, 1973, the federal government published a “Green Paper” 
indicating its ‘“‘current perception of a viable computer/communications policy 
that will enable Canadians to derive maximum benefit from computer/ 
communications services.” 


That paper, entitled ““Computer/Communications Policy, A Position 
Statement by the Government of Canada’’, led to the establishment of a 
number of working groups, including a group to undertake responsibilities 
arising from Statement 16 which said in part: 


‘Recognizing the critical and pervasive role of financial institu- 
tions in the functioning of the economy, it is very important 
that, in the rapid evolution of computer/communications 
involving the payments system of the nation and other financial 
services, a competitive environment should be maintained and 
that developments be consistent with the general policies out- 
lined herein.” 


The Department of Finance, with the assistance of the Receiver General 
for Canada, the Bank of Canada, the Departments of Communications; Indus- 
try, Trade and Commerce; Consumer and Corporate Affairs; and others was 
given the task of preparing recommendations to ensure the continuing develop- 
ment of an efficient and equitable payments system, and to determine the ways 
in which the federal government can best promote development in this area. 


An efficient payments system is an essential element in a modern 
economy. The principal component of the payments system in Canada is the 
transferable deposit or “cheque” system, if the word “‘cheques’”’ is taken to 
mean payment instruments drawn not only on chartered banks, but on other 
deposit-taking institutions as well, including trust and mortgage loan com- 
panies, credit unions, caisses populaires and provincial government savings insti- 
tutions. This system also includes legal and procedural arrangements among 
deposit-taking institutions that provide for the quick and reliable transfer of 
cheques, for the accurate entry of the resulting debits and credits to individual 
accounts, and for the final settlement of amounts due between the deposit- 
taking institutions. 


Evolution of the 
Payments System 


The government has an interest in the payments system not only 
because it is essential for normal economic activity, but also because the struc- 
ture of the payments system affects the competitive structure of the financial 
markets and has implications for consumer convenience and consumer rights. 
The payments system should continue to be: 


_ equitable between deposit-taking institutions and among their 
customers; 


— efficient in terms of cost; 
— competitive with respect to payment services offered; 
— reliable with respect to error and availability; and 


-- secure against fraud and invasion of privacy. 


Because the payments system is undergoing rapid technological change, 
innovation and flexibility must not be stifled. At this stage of evolution, 
government must seek to provide a policy framework to ensure that the pay- 
ments system will continue to evolve in the directions that are likely to best 
serve the public interest. Many possible issues will be resolved by the private 
participants. Other issues may require government attention as the system 
develops and its characteristics are better understood, and as the nature of 
required policies becomes more evident. 


For many years the Canadian deposit-taking institutions, principally the 
chartered banks, have been running a convenient and efficient payments system 
for the benefit of all sectors of the Canadian economy. The payments system, 
like other aspects of the financial system, is constantly evolving. To stem the 
increasing cost of handling growing volumes of paper-based transactions and to 
provide better customer service, computer technology is being utilized. The use 
of computers is likely to alter many aspects of the internal management of 
financial institutions as well as the way in which payments are handled between 
institutions in an evolving payments system. For our purposes, these complex 
developments may be discussed in a simplified form involving three related 
categories. Exploratory steps are being taken in each of these areas: 


1] 
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Automation of Deposit Accounting: The business of operating a 
deposit-taking institution requires a large amount of record-keeping and the 
movement of information within the organization. The Canadian deposit-taking 
institutions have moved from a system largely relying on manual methods to 
automated methods of handling paper-based transactions, and more recently, 
to more centralized electronic record-keeping. Because most customer account 
information must be available at the branch, the use of more centralized elec- 
tronic processing has led to the need for communication of electronic messages 
between such computer-processing centres and the branches. 


An example of a system using more centralized processing and data 
communication is the on-line savings account service. This service processes the 
customer’s transaction via a terminal which is connected to a computer some 
distance from the branch. The teller enters the information about the cus- 
tomer’s deposit or withdrawal into the terminal and this information is entered 
both in the passbook and on the electronic record of the customer’s account in 
the central computer. 


It can be expected that institutions installing efficient systems of this 
type will be able to offer their customers some mix of improved services and 
reduced charges because of increased efficiency. The capability to implement 
such a system depends on many factors, but communications between branches 
and the computer processing centre or centres are an important consideration. 


Interchange of Payments Information Among Deposit-Taking Institu- 
tions: An area related to deposit accounting is the interchange of payments 
information among deposit-taking institutions. Paper cheques are currently 
encoded according to Canadian Bankers’ Association standards in order to 
facilitate automated processing. The growing importance of electronic records 
and electronic messages probably will lead to the exchange of electronic pay- 
ment messages between institutions as well as cheques. To do this efficiently, 
there must be both standards to enable various institutions to understand pay- 
ment messages from each other and an efficient communications service to 
deliver these messages. Standardization of this electronic language would repre- 
sent a logical extension of the standards the financial institutions have already 
agreed upon for the cheque and for payment transactions encoded on magnetic 
tape. 


Current Developments 
and Implications 


Public Access to the System: A system in which electronic messages 
are used to transmit and record payments may lead to electronic communica- 
tion between deposit-taking institutions and their customers. For instance, 
large organizations may wish to pay their employees by direct deposit to the 
employees’ accounts and the government may wish to make other payments to 
the public by electronic means if there is public acceptance. Some convenient 
means for delivering this information to deposit-taking institutions will be 
required, as well as standards upon which to base such messages and an effi- 
cient communications service. 


The machine-readable credit/payment card may be used in retail stores 
where an electronic device would read the card, identify the customer, and 
then arrange electronically for the completion of a transaction. Such cards may 
also be used in automated teller machines in airports, shopping centres, and 
other public places. The consumer would insert his card and withdraw cash or 
make other transactions affecting his deposit account. Related issues are dealt 
with in more detail in Section I, “‘Credit/Payment Cards”’. 


As we move from the circulation of electronic information within one 
deposit-taking institution to the exchange of payments information between 
institutions and then between all sectors of the economy, the need will grow 
for common payment and communications interface standards within an effi- 
cient communications service. 


In Canada the principal effort so far has been devoted to the implemen- 
tation of electronic internal account systems for individual financial institu- 
tions. These “on-line” banking developments include a variety of approaches 
using different techniques, different “software” or programming and different 
“hardware” or computer manufacturers’ equipment. They have been imple- 
mented in varying degrees by all types of deposit-taking institutions and involve 
custom-designed, private, leased-line computer/communication systems. 


Such private communication systems allow large deposit-taking institu- 
tions to meet their particular needs for control and for specialized services. For 
institutions which prefer to rely on one manufacturer for a total banking 
service including hardware, software, and assistance in implementation and 
maintenance, some computer suppliers offer a total package including private 
computer/communication systems built around transmission facilities leased 
from the common carriers. 
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It is also possible, of course, for deposit-taking institutions to use a 
common user communications network. The term “common user communica- 
tions network”’ describes the concept of a combination of transmission and 
communications processing functions available on a fee-for-use basis to all par- 
ticipants. The term has no necessary implication with respect to any particular 
communications technique or network configuration. It could provide for the 
communication of financial transactions within the branch network of a 
deposit-taking institution, among such institutions and between such institu- 
tions and their customers. For the institutions it would be an alternative to 
leasing transmission functions and providing computer hardware and software 
for communications processing functions. The user would need to concern 
himself only with the type of communications network required and not the 
technical means for achieving this. 


While it is too early to specify its exact nature, a number of desirable 
characteristics of a common user communications network for the payments 
system can be identified: 


— The network should be nationwide in extent; 


- The network should be publicly accessible, with no artificial 
barriers placed on its use by qualified users; 


_ The network should be a shared facility, the user paying only 
for his actual use of the facility; 


— The network should provide adequate security to the user. 


— The network should support a variety of computer and terminal 
equipment; 


The links or “interface” between terminal or computer equip- 
ment and the network should be clearly defined and publicly 
available to facilitate the development of new terminal equip- 
ment; 


It should be a total communications network with service objec- 
tives, maintenance methods, error performance and system 
management functions clearly defined for the benefit of users 
and prospective users. 


At present, deposit-taking institutions are unsure of the extent to which 
their new systems should be compatible with possible carrier-provided commu- 
nication networks or with the systems of other institutions. In some cases they 
are therefore having great difficulty in making their purchase decisions for a 
new generation of computer hardware to support “‘on-line”’ banking services for 
the majority of their branches. Planning and implementation cycles require 
some of these decisions to be made now. The question of whether most 
Canadian deposit-taking institutions will make use of private communication 
systems or a common user communications network for the payments system 
in an immediate consideration. 


A number of factors militate against deposit-taking institutions choos- 
ing a common user communications network at this time. A major obstacle is 
the lack of co-operatively developed standards for interfacing data processing 
equipment to such a network. Financial institutions compete aggressively on 
the basis of offering better service to their customers and are understandably 
reluctant to exchange information with other institutions about their internal 
plans for improving customer service and efficiency. Nor has there been a focal 
point or leadership around which the necessary co-operation could be estab- 
lished. Because standards have not been established, not all computer equip- 
ment currently available in the marketplace may be linked easily to a common 
user communications network. 


A common user communications network could be established at an 
attractive cost if a number of financial institutions participate, but not if it had 
only a low base load. For this reason there may be an understandable reluc- 
tance by any particular financial institution to be the first to commit itself to 
such a network when there is a risk that others will not participate in sufficient 
numbers to enable the network to achieve its full potential. 


The software and hardware systems being planned and implemented 
now and for the future by deposit-taking institutions will influence the commu- 
nications structure of the payments system for a number of years. By that 
time, developments involving electronic interchange, electronic point-of-sale 
payment systems and other aspects will be sufficiently far advanced to make a 
change in this structure extremely difficult. It is incumbent upon the govern- 
ment to examine the impact of possible alternatives on the public interest. 
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The Communications 
Structure of the 
Payments System and 
the Public Interest 
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The choice between a payments system involving a number of private 
line communication systems and one involving common use of a communica- 
tions network has implications for the public interest in relation to financial 
markets policy, communications policy, and industrial development policy. 


Financial Markets Policy: In the context of the development of the 
payments system, the choice between private-line systems and a common user 
communications network will have implications for the communication costs 
facing individual deposit-taking institutions, and particularly for small or geo- 
graphically dispersed institutions. A significant factor in the cost of communi- 
cations will be whether each individual institution must provide its own 
communication networks, based on leasing existing transmission facilities and 
performing the necessary communications processing some commonly used 
communications network will be available to all financial institutions. Private 
communication systems covering a wide geographical area have a large fixed 
cost and can constitute a barrier to entry to the deposit-taking business. This 
view has been expressed by a number of institutions. 


Small institutions could, of course, rely upon the communications 
system of a larger deposit-taking institution as some now rely on larger institu- 
tions for assistance in automated paper handling. It is, however, understandable 
that other deposit-taking institutions would be unhappy to rely on a large 
competitor to provide them with an essential service. 


A further consideration is the extent to which equally convenient finan- 
cial services would be available to all areas of the country. A common user 
communications network offers a number of efficiencies over a series of 
private-line systems. These differences become particularly important in remote 
areas and in areas of lower population density. 


Another implication for financial markets policy is that the exchange of 
electronic information both among deposit-taking institutions and between 
them all sectors of the Canadian economy will grow in importance as the 
electronic payments system evolves. In principle, this could be handled by any 
number of independent systems with appropriate interface capability, but a 
commonly used communications network will almost certainly lead to a more 
efficient payments system. In addition, the common use of a network based on 
some minimum degree of standardization will help to ensure that all deposit- 
taking institutions are moving towards an efficient payments system without 


stifling their ability to innovate and to handle their own systems in their own 
way. This common thread will make it easier to implement standards for the 
exchange of electronic payments information when these are required. 


Communications Policy and the Evolution of the Payments System: 
The overall goal of computer/communications policy for network develop- 
ment is covered in Statement 4 of the computer/communications ‘Green 
Papere: 


“It is a government objective to foster the continued develop- 
ment of efficient and reliable nationwide systems of publicly- 
accessible data communications facilities for use equally in the 
provision of, or access to, computer or data communications 
services by any sector of society.”’ 


The development of a common user financial communications network 
would be a significant step toward this objective. The large volume of data 
traffic in the banking and financial sectors provides an immediate incentive, not 
found in other application areas, to justify carrier development of common 
user communications networks. Such an undertaking could provide the basis 
for generalized transaction services for other applications and help offset the 
tendency to develop north-south communications links for access to foreign- 
based services. Care must be taken to ensure that the network will foster any 
future interconnection that may be required for the development of efficient 
and reliable nationwide systems of publicly-accessible data communications 
facilities. 


Industrial Development: The choice made between a common user 
communications network or a number of private communication networks to 
serve the requirements of deposit-taking institutions and perhaps other users of 
the payments system will have implications for the type of market faced by the 
Canadian computer/communications industry. 


Computer applications in financial institutions involve data processing, 
communications processing and data transmission functions. Existing private 
systems for deposit-taking institutions employ hardware and software for 
communications processing which are provided by multinational computer 
manufacturers as part of a total package. Thus only the transmission functions 
can be provided by the Canadian computer/communications industry. 


Le 
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In private systems there is a tendency for communications processing 
and data processing functions to become intertwined so that it is difficult to 
use the equipment of more than one supplier. In the case of some systems 
currently being offered, the hardware and software are such that it is particu- 
larly difficult to make any use of other suppliers for particular parts of the 
system. 


A deposit-taking institution may also become locked into using the 
same supplier for future systems. Because computer/communications and data 
processing play such a central role in the operations of a deposit-taking institu- 
tion, any change to a new system must be accompanied by a difficult transi- 
tional phase, including staff adjustment. In cases where the data processing and 
communication functions are intertwined, a deposit-taking institution may be 
under considerable pressure to buy new systems from its current supplier 
because that supplier can handle the difficult system changeover. 


A carrier-provided, common user communications network for financial 
institutions would have several industrial development advantages: 


— The communications processing functions required for such net- 
works would be provided by Canadian common carriers and 
thus be under Canadian rather than multinational influence, 
thereby providing a greater potential for the growth of the 
Canadian computer/communications industry. 


- A standardized interface between data processing equipment 
and the communications network would make it easier for a 
deposit-taking institution to employ different suppliers for par- 
ticular parts of a system or to switch suppliers, thereby increas- 
ing the competitiveness of the market to the benefit of deposit- 
taking institutions and other users. It would also enable typi- 
cally specialized Canadian hardware and software companies to 
compete on a more equal basis with large multinational 
companies. 


_ The agreement on inferface standards and communications net- 
work performance criteria would enhance the opportunities for 
Canadian companies or consortia to develop complete user- 
oriented systems. 


Conclusions 


— The availability of public computer/communication networks 
of this type would be of general benefit to Canadian computer 
users and especially to Canadian computer service companies. 


On the basis of financial markets, communications and industrial devel- 
opment policy considerations, the government supports the use of a common 
user communications network for the payments system. This does not preclude 
the use by individual institutions of private communication systems for pur- 
poses that are entirely internal to the institution and unrelated to payments 
transactions. 


A common user communication network would benefit deposit-taking 
institutions and could also have significant advantages for other sectors of the 
Canadian economy. It should directly serve each computer-processing centre, 
branch or customer location of deposit-taking institutions requiring payments 
system computer/communications. Under present conditions the provision of 
such a network would rest with the common carriers. The achievement of these 
policy considerations is dependent upon the common carriers’ ability to meet 
the users’ needs in a timely and effective manner. 


For the financial institutions a common user network should lead to 
improved communication services for their internal processing systems. This 
advantage will grow in importance as there is increased computer/ 
communications among deposit-taking institutions and with their customers. 
The financial institutions have indicated that they have no interest in develop- 
ing private communications systems and that they have entered this activity 
only to the extent that viable alternatives have not been available. The concern 
which led financial institutions to opt for private communication networks can 
be met in a carefully designed common user communications network devel- 
oped by consultation among the parties involved. 


The widespread use of a common user network may present some 
temporary inconvenience for computer manufacturers who have chosen to 
provide an integrated system which includes communication services. It will 
not, however, lead to a smaller market since the hardware and software will still 
be required to support the greater use of electronic methods in the payments 
system. The principal difference will be that different parts of systems may be 
sold separately and that the demand for equipment and services will be divided 
between the deposit-taking institutions and the communications carriers. 
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Policy 
Implementation 
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In order to achieve the policy objective of deposit-taking institutions 
using a nationwide common user financial communications network, there is a 
pressing need for: 


— suitable standards that will allow deposit-taking institutions, 
common carriers and computer manufacturers to co-ordinate 
their efforts, and 


— a viable common user communications network. 


The standards required would provide the essential interface between 
the communications network, and branches and computer-processing centres of 
deposit-taking institutions to allow a carrier-provided communications network 
to receive and deliver messages. Interface standards will also be needed for 
customer locations such as the retail point of sale. Government must ensure 
that standards are developed which will leave the financial institutions with a 
wide scope to proceed at their own pace and in their own way with their 
automation plans. 


The standards are necessary for the development of a common user 
communications network, but they will not ensure its use. The deposit-taking 
institutions must also be confident that the network will meet their needs and 
will be available in the near term. They must have a substantial and continuous 
input in determining the performance characteristics of the network. The likely 
timing of the acquisition of new technology, equipment and systems to serve 
the computer/communications needs of deposit-taking institutions is such that 
there is a high risk that if standards are not developed and used quickly, the 
opportunity will be lost for some years. 


Deposit-taking institutions, and eventually retailers and others, as users, 
and common carriers and computer manufacturers, as suppliers, are best quali- 
fied to develop the interface standards and performance criteria required for a 
common user network. While it will not be easy for the necessary standards to 
be developed quickly because of the complexity of the issues and the number 
of parties which need to be involved, there are substantial public and private 
benefits in doing so. To provide leadership in this process, the government 
proposes to call together an Implementation Committee composed of the inter- 
ested parties and to appoint a chairman. 


The Implementation Committee will be responsible for developing the 
necessary standards and performance criteria to facilitate use of a common user 
communications network and the continuing evolution of an efficient and 
equitable payments system. It will be composed of representatives from 
deposit-taking institutions, common carriers, computer manufacturers and 
others as required, including retailers. Because these representatives will provide 
the major contribution, a number of personnel drawn from the senior levels of 
the various organizations will have to be involved on a virtually full-time basis. 
A number of groups are working in the area of standards which will have an 
impact on the payments system and the Implementation Committee should 
recognize their activities and should work with them, as necessary. 


The implementation of the necessary standards and a common user 
communications network will have an impact on the plans and operations of 
many organizations. Every effort must be made to avoid excessive adjustment 
costs. Nevertheless, modern business organizations have learned to adapt to a 
changing environment, particularly in the high-technology industries and there 
must be a willingness on their part to make some modifications in plans and 
systems to implement the standards. In evaluating the difficulties of making 
changes now, it must be borne in mind that these difficulties are likely to 
increase the longer necessary adjustments are postponed. 


The Chairman of the Implementation Committee will be provided 
through the auspices of the Bank of Canada. The committee will be provided 
with adequate staff. He will report to an interdepartmental committee chaired 
by the Department of Finance and including representatives of the Bank of 
Canada, the Department of Communications, the Receiver General for Canada 
and others when appropriate. 


Because of the urgent nature of the standards development work, the 
chairman will convene a meeting of the Implementation Committee as soon as 
possible. The interdepartmental committee will periodically review progress 
and may propose further action by government to ensure the achievement of 
its policy objectives. 
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SECTION II: 
CREDIT/PAYMENT CARDS 


Up to this point the focus has been on the transferable deposit pay- 
ments system. The generally acceptable credit card, which provides an alter- 
native means of payment for most consumer goods and services, has been a 
recent innovation. 


A fundamental characteristic of a payments instrument is the degree to 
which it is generally acceptable. This is clearly a matter of degree. In the case of 
the credit card, there are department store, airline, oil company and other cards 
acceptable only by the issuing institution and in some cases a small number of 
related organizations. The travel and entertainment card such as American 
Express and Diners’ Club is more widely acceptable, but, as the term implies, it 
is used mainly at hotels, restaurants and certain specialty shops. But because of 
its more limited use, the travel and entertainment card has not been considered 
as a generally acceptable credit card. 


Chargex and Master Charge, which can be used in payment for a wide 
variety of goods and services, are the only generally acceptable credit card 
systems operating in Canada. Marketing, credit authorization and the certainty 
and convenience with which merchants receive payment, has led to the wide- 
spread acceptability of these credit cards and their rapid growth as a means of 
payment. Although the cheque is in principle more acceptable, problems in 
connection with insufficient funds, fraud, etc., have resulted in these credit 
cards being preferred in some cases, and this situation is likely to become 
increasingly common. 


The operation of credit card plans is in most respects unregulated. In 
the near to medium term, obvious economies for credit card issuers and 
merchants, and consumer preference for a small number of credit cards, make 
it unlikely that more than a small number of generally acceptable credit card 
systems can survive in Canada. At present, none of the non-bank deposit-taking 
institutions are members of either of the two such credit card plans currently 
operating in this country. 


The generally acceptable credit card or some similar card will probably 
evolve into a machine-readable credit/payment card which will provide public 
access to the electronic payments system through such devices as credit autho- 


Conclusions 


Policy 
Implementation 


rization terminals, point-of-sale terminals and automated cash dispensers. Such 
devices are already being used to a limited extent in Canada. Evolution in this 
direction raises two standardization considerations: standards to allow a card- 
reading device to communicate with a remote computer over a common user 
communications network and standards for the machine-readable card itself. 


The common user communications network referred to in Section I 
should enable devices which read generally acceptable credit or credit/payment 
cards to have access to remote computers. 


The generally acceptable credit cards in use in Canada today are part of 
internationally acceptable credit card systems and therefore the credit card 
standards used in this country will probably be developed on an international 
basis. These developments should be monitored to ensure that international 
standards will meet Canadian needs. 


All credit card issuers who use the appropriate standards should have 
access to the common user communications network for authorization and 
other requirements. The Privacy and Computers Task Force expressed concern 
about personal data banks on Canadians being resident outside Canada. In the 
context of a common user communications network, this issue raises the imme- 
diate problem of the extent to which the network could be used to gain access 
to data about Canadians from data banks located outside this country. This 
issue will be addressed by the Department of Justice in the context of its work 
outlined in Section III which follows. 


The relationship of various deposit-taking institutions to generalized 
credit card systems is a problem of financial markets structure and competition 
policy which relates to legal and contractual relationships rather than 
computer/communications and will therefore be further investigated in that 
context by the Department of Finance, with the assistance of the Bank of 
Canada and the Department of Consumer and Corporate Affairs. 


The standards and common user communications network mentioned 
in Section I should permit credit/payment card reading devices to gain access to 
remote computers. This objective will be one of the criteria used in the Imple- 
mentation Committee’s standards development work. Retailers, who may have 
their own requirements for electronic point-of-sale terminals incorporating card 
reading devices, will have representation on the committee for these discus- 


sions. 
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SECTION III: 
LEGAL AND CONSUMER ASPECTS 


The evolution of the payments system towards greater reliance upon 
electronic methods will influence commercial practices and therefore have 
implications with respect to the necessary legal framework and the consumer. 
A number of practical problems will arise in applying the existing legal frame- 
work to an increasingly electronic payments system. Current paper-based pay- 
ments instrument law (Bills of Exchange Act) is an inadequate framework for 
determining such things as when payment has been legally made. Furthermore, 
operating procedures of a more electronic payments system must provide a 
form of auditing for financial control and evidence in case of litigation, which 
are at least as useful as those in the current paper-based system. 


As automated methods become increasingly important in the payments 
system it might become less convenient for consumers to switch their accounts 
from one deposit-taking institution, credit grantor, or retailer to another. 
Because the consumer’s ability to readily switch between firms has been the 
traditional first line of defence for consumer rights, it is important that this be 
preserved in an electronic payments system. 


Questions of privacy need to be addressed in the context of the govern- 
ment’s general policy now being developed on the computer and privacy. In 
most cases it will be necessary to prevent access to account status information 
except for legitimate authorization inquiries with the consent of the account 
holder. Deposit-taking institution operating procedures and legal principles 
should ensure this. 


Issues with respect to consumer protection and consumer credit, the 
legal status of the credit card and conditions of its use may need attention. 
Some of these issues may fall within provincial legislative jurisdiction. 


In light of these legal and consumer aspects, the government, while 
encouraging standards development for the payments system, should at the 
same time ensure consideration of related legal and consumer issues. Because of 
the role of the federal payment instruments legislation in providing a legal 
framework for the payments system, the government must act to ensure that 
legislation in this area evolves so that it continues to be useful with respect to 
new payment methods. 


Implementation 


The Department of Justice will provide leadership in the government’s 
response to the legal and consumer issues raised by the growing use of elec- 
tronic methods in the payments system. The Department will want to consult 
with interested government departments and with financial institutions, 
communications carriers, retailers and consumers. Government departments 
and their interests are as follows: Department of Consumer and Corporate 
Affairs (consumer credit, interest rates, credit cards), Department of Finance 
(financial markets, payments system), Bank of Canada (financial markets, 
payments system), Department of Communications (communications policy), 
the Law Reform Commission (new techniques of payment, reform of legal 
concepts to reflect current policy) and the Receiver General for Canada 
(government cheques). 
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